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Abstract – The current airline industry of India has passed through so many changes like the 
standardization of airports, emergence of low cost carriers, privatization of airline industry in India and 
increase in the affordability of airline service among Indians. The present study is an attempt to analyze 
the operating efficiency of two scheduled domestic airlines i.e. Air India and Indigo Airlines. The study is 
based on secondary data collected from the Profit and Loss A/c and Balance Sheet associated with 
schedules, annexure available in the published annual reports of airlines and Capitaline data base. The 
data have been collected for the past twelve years ranging from 2004-05 to 2015-16 and compiled into 
tables and analyzed with the help of Ratio Analysis, Mean, Standard Deviation, Co-efficient of Variation 
and Compound Annual Growth Rate. It has been found in the present that the national carrier i.e. Air India 
could not earn profits during the entire study period. The result conducted on the expenses ratio and 
profitability ratio depicts that the operating efficiency as well as profitability of Air India has been poor 
during the study period. On the other hand, the financial performance of private carrier i.e. Indigo Airlines 
has been good as compared to Air India which is clearly depicted in the ratio analysis. 

Keywords: Operating Efficiency, Profitability, Coefficient of Variation, Compound Annual Growth Rate, 
Indian Aviation Sector. 
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INTRODUCTION 

The current airline industry of India has passed through 
so many changes like the standardization of airports, 
emergence of low cost carriers, privatization of airline 
industry in India and increase in the affordability of 
airline service among Indians. India is to be considered 
one of the toughest aviation markets in the world, due 
to high fuel prices, overcapacity and intense price 
competition, it is therefore important to identify critical 
drivers of performance, which enable the airlines to 
survive and succeed in this emerging market with huge 
growth potential (Saranga and Nagpal, 2016). In the 
year 1915, JRD Tata established an airline and the 
name of that airline was Tata Airlines. The airline was 
renamed in the year 1946 as Air India and the airline 
was nationalized in the year 1953.  During the period 
1953-1991, Air India was on the monopoly position in 
Indian airline sector but with the coming of economic 
sector reforms in the year 1991, the Indian airline 
sector was made open for the private airlines and some 
full service players as well as low cost carrier were 
entered in the Indian aviation sector. It increased the 
competition in the Indian domestic airline industry. As 
we know that the Indian consumers are price conscious 
and the market share of low cost carrier was increased 

and it is the main reason behind the emergence of 
Indigo Airlines as a leader. 

Indigo started its operations in the year 2006 and has 
become the largest airline in the country at present. 
With this performance, it has been proved by the Indigo 
Airlines that the consistency in earning profits is 
possible even in the era of high level of competition in 
the domestic airline industry. Indigo Airlines is the first 
Indian airline, which has been delivered with the first 
Sharklet fuel saving wing tip devices equipped A320 
aircraft. Sharklets fuel saving wing tip devices are 
innovative devices for the improvement in the 
aerodynamics and the fuel efficiency.  Presently, Indigo 
is operating as an all Airbus operator as well as the 
largest low cost airline and the fleet size Indigo Airlines 
was 135 carriers as on May, 2017. On the other hand, 
Air India has Airbus and Boeing aircrafts with different 
configurations and the fleet size of Air India was 116 
carriers. As per the literature review, there is a large 
number of national and international studies have been 
conducted on the various parameters of airlines 
industry but a few studies were made in the field of 
operational efficiency of airlines. Further, most of the 
present studies in the field of airline industry are 
general studies and few studies are conducted 
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specifically relating to the evaluation of financial 
performance of selected airlines. So, the present study 
has been conducted to analyze the operating efficiency 
of Indigo Airlines and Air India. 

LITERATURE REVIEW 

Saranga and Nagpal (2016) made an attempt to find 
out the linkages between various performances drivers, 
operational efficiencies and market performance. The 
study was conducted by using data envelopment 
analysis technique and the findings concluded that 
while some of the structural and regulatory factors have 
an undesirable impact on airline performance. It also 
found that the low cost carriers in India have managed 
to achieve significant operational efficiencies. In the 
study, cost efficiency is defined as technical efficiency 
which brings in better market performance by means of 
pricing power in the airline industry in India. Barros 
and Peypoch (2009) conducted a study to evaluate the 
operational performance of European Airlines. In the 
study, data envelopment analysis was used in two 
stage procedure. In the first stage, ranks were assigned 
to airlines as per their overall efficiency with the help of 
DEA model and then the operating efficiency of airlines 
was evaluated by applying a bootstrapped truncated 
regression. The study resulted that there were 
significant differences in efficiency among the airlines.  
Capobianco and Fernandes (2004) made an attempt 
to evaluate the financial performance and capital 
structure adopted by civil aviation companies. Data 
envelopment analysis technique was used with the aim 
to test the hypothesis that the airline industry’s financial 
performance depends on companies keeping a 
reasonable level of leverage. The analysis of study 
concluded that there is an optimal range for financial 
leverage which depends upon size, return on assets 
and the level of fixed assets. The study found a direct 
relation with the level of efficiency for the companies 
with low (high) indebtedness and high (low) return.   

RESEARCH METHODOLOGY 

The present study is attempted to evaluate the 
operating efficiency of two scheduled domestic airlines. 
The data which has been used for analysis is 
secondary in nature, which is collected from the Profit 
and Loss A/c and Balance Sheet associated with 
schedules, Capitaline data base and annexure 
available in the published annual reports of airlines. 
The sample has been selected with the aim to make a 
comparison between national carrier and private carrier 
in terms of operating efficiency, which include Air India 
(National Carrier) and Indigo Airlines (Private Carrier). 
The data have been collected for the past twelve years 
ranging from 2004-05 to 2015-16 and compiled into 
tables. The tools and techniques for analysis include 
Ratio Analysis, Mean, Standard Deviation, Co-efficient 
of Variation and Compound Annual Growth Rate. 
Collected data have been complied in tables. Two 
types of tables have been used for each airline; one in 

which financial data related with variables have been 
complied and calculated ratios has been shown in 
second type of tables.  

OBJECTIVES OF THE STUDY 

The following are the main the objectives of the present 
study: 

● To study the operating efficiency of the Indigo 
Airlines 

● To evaluate the operating efficiency of Air India 

● To make a comparative analysis of operating 
efficiency of Air India and Indigo Airlines. 

Selected Operating Efficiency Ratios 

1. Power and Fuel Cost Ratio: Power and fuel 
cost ratio is basically an expenditure ratio. It is 
calculated to know the financial position of an 
organization in respect to overall profitability 
and operating efficiency. It defines the 
relationship between power & fuel expenditure 
and net sales. With the help of this ratio, it can 
be estimated that how much amount is 
expended by an airline on power and fuel. 

 

2. Employee Cost Ratio: It establishes the 
relationship between employee cost and net 
sales. It helps in estimating that how much 
amount is expended by an airline on its 
employees. The ratio is computed by diving 
employee cost to net sales. It signifies that how 
much amount of employee cost is being paid 
out of net sales.  

 

3. Selling and Administrative Expenditure 
Ratio: Selling and administrative expenditure 
ratio is measured to obtain the operating 
efficiency of any business. This ratio explains 
the relationship between the selling and 
administrative expenditure to net sales.  

 

4. Cost of Goods Sold Ratio: Cost of goods sold 
ratio is the measure of relationship 
between cost of goods sold and sales. It is also 
denoted by cost of sales to revenue ratio. Cost 
of goods sold generally means the total amount 
of direct expenses paid by the airline. This ratio 
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is used to analyze the operating efficiency of 
the business.  

 

Cost of Goods Sold= Net Sales-Gross Profit 

5. Net Profit Ratio: It is a profitability ratio which 
is calculated by the organization to know the 
financial position. It defines the relationship 
between net profit and net sales. Net profit is 
computed by deducting operating expenses 
and income tax from gross profit. Net profit 
ratio is computed to measure the overall 
efficiency and profitability of the organization. 
The higher the net profit ratio, the better it is. 

 

ANALYSIS AND FINDING 

Table I: Financial Data of Indigo Airlines 

 

Table I exhibits the financial data of Indigo Airlines. The 
amount of power and fuel cost of Indigo Airlines was 
`145.35 cr. in 2006-07 which increased up to the year 
2014-15 and decreased in the following year. The 
amount of employee cost was `60.82 cr. in 2006-07 
which increased up to `1789.92 in 2015-16. The selling 
and administrative cost is an essential part of an 
enterprise’s cost structure. In the beginning of study 
period, Indigo airline has spent comparatively less 
amount on its selling and administrative later on the 
amount has shown an increasing trend. The amount of 
selling and administrative cost has been highest in 
2015-16. The amount of cost of goods sold has 
increased up to the year 2014-15 and decreased in the 
following year. As in case of airlines, the cost of goods 
sold is largely composited of power and fuel, for that 
reason cost of goods sold has decreased in the last 
year. The data for net profits depicts that the airline was 
not able to obtain the profits in the first two years of 

study period; it may be due to the introductory stage of 
airline hence resulted into losses.  

The amount of net profit of Indigo Airlines is not 
consistent throughout the study period. The amount of 
net profit of the airline has been highest in 2015-16. 
The airline obtained relatively less amount of net sales 
in the first few years of study period as compared to the 
other years. The airline has spent comparatively less 
amount on employee cost as the mean value for 
employee cost is not as much of other spending. The 
highest mean value is found for COGS since the 
operations of an airline primarily depend upon the 
power and fuel, the foremost part of COGS. By 
comparing coefficient of variation, it is concluded that 
there is less variation in power and fuel cost. The 
greater variability is found in net profit. The comparative 
analysis on compound annual growth rate shows that 
the net sales have shown remarkable growth.  

Table II: Ratio Analysis of Indigo Airlines 

 

Table II exhibits the ratio analysis of Indigo Airlines. 
The power and fuel cost ratio of Indigo Airlines ranged 
from 67.20% to 29.66% during the study period. It is 
clearly seen in the table that the ratio has decreased in 
the last two years of study period due to cut in ATF 
prices. The employee cost ratio of Indigo Airlines 
ranged from 28.12% to 11.09% during the study period. 
The employee cost ratio is not consistent during the 
study period. The data for selling and administrative 
expenditure ratio of Indigo Airlines depicts that the ratio 
ranged from 52.96% to 19.30% during the study period. 
It depicts that the airline has spent relatively more 
amount on selling and administrative cost in the first 
few years of study period as compared to other years.  

The amount of net sales of above airline has increased 
during the entire study period, for that reason, the 
selling and administrative expenditure ratio is not as 
increased as the spending over selling and 
administrative has been increased. The COGS ratio is 
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found inconsistent during the entire study period. The 
data for net profit ratio illustrates that the ratio was 
negative in the first two years due to the net losses 
incurred by the airline. The net profit ratio of Indigo 
Airlines ranged from -93.30% to 12.33% during the 
study period. The analysis on mean values of expenses 
ratios exhibits that the mean value of cost of goods sold 
is more than the other mean values however it is close 
to the mean value of power and fuel expenditure. The 
airline obtained losses in first two years of study period 
resulting in negative mean value of net profit ratio of 
Indigo Airlines. The expenses incurred by the airline on 
all variables have reduced during the study period 
resulting in negative CAGR of all expenses during the 
study period. The result on coefficient of variation 
highlights that the amount of cost of goods sold has 
relatively less variations and more variability is seen in 
the amount of selling and administration expenditure. 

Table III: Financial Data of Air India 

 

Table III exhibits the financial data of Air India. The data 
given in above table depicts that the spending over 
power and fuel expenditure is not consistent during the 
study period. The amount of power and fuel 
expenditure of Air India has been highest in the year 
2012-13. The employee cost of Air India ranged from 
`3224.50 cr. in 2007-08 to `2345.52 cr. in 2015-16. It 
signifies that the amount of employee cost has 
decreased from 2011-12 to 2015-16. The data for 
selling and administrative cost shows that in the 
beginning of study period, the airline has spent 
relatively more amount for promoting the sales 
subsequently the cost has decreased. The data for net 
profit shows that the airline has obtained huge losses 
during the entire study period. It is clearly seen in the 
table that the amount of net losses has decreased in 
the last two years of study period which may be a 
positive sign for the above airline. The amount of net 
sales was `13638.35 cr. in 2006-07 and increased up to 
`19992.33 cr. in 2015-16. The amount of net sales of 
Air India has increased during the study period.  

The comparative analysis on mean values of expenses 
shows that the average amount of COGS has been 
highest among the other mean values. The average 
amount of selling and administrative expenditure of Air 
India is less as compared the other expenses. It implies 

that the airline spends fewer amounts on sales 
promotion expenses as compared to other expenses. 
The airline has incurred huge losses during the entire 
study period resulting in negative mean value of net 
profit of Air India. The comparative analysis of 
coefficient of variation highlights that the less variability 
is seen in employee cost; on the contrary the more 
variability is seen in selling and administrative cost. The 
CAGR of net sales is more as compared to the CAGR 
of expenses.  

Table IV: Ratio Analysis of Air India 

 

Table IV exhibits the ratio analysis of Air India. The 
power and fuel cost ratio of Air India ranged from 
46.35% to 29.24% during the study period which 
signifies that the proportion of power and fuel to net 
sales has decreased in the last two years of study 
period. The employee cost ratio ranged from 23.64% to 
11.73% during the study period. The airline has cut 
down the cost incurred on employees due to financial 
problems since suffering from losses during the entire 
study period. The same results have been for selling 
and administrative cost as it ranged from 27.77% to 
8.55% during the study period. The COGS has 
increased during the study period resulting in increase 
in the ratio. The COGS ratio of Air India ranged from 
46.35% to 50.11% during the study period. The net 
profit ratio of Air India has been negative throughout 
the study period since the airline incurred huge losses 
during the entire study period.  

The comparative analysis on mean value of expenses 
ratio highlights that the mean value of COGS ratio is 
more as compared to other expenses ratio, on the 
contrary, the spending on selling and administrative 
has been lowest as compared to the other expenses. 
The airline could not earn profit even in a single year of 
study period hence resulted into negative mean value 
of net profit ratio. It is analyzed that the selling and 
administrative cost ratio has more variations and less 
variability is seen in employee cost ratio based on 
results of coefficient of variation. It is clearly seen in the 
table that the expenses ratio of Air India has reduced 
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during the study period resulting in their negative 
CAGR.    

CONCLUSION 

The Indian aviation sector is a crucial part of Indian 
economy as well as one of the fastest growing aviation 
industries in the world. There is a large scope of growth 
in this sector which will definitely affect the growth of 
Indian Economy positively. The present study is 
conducted to evaluate the operating efficiency of Indigo 
Airlines and Air India. It is analyzed from the study that 
the national carrier i.e. Air India could not earn profits 
throughout the study period. The resulted conducted on 
the expenses ratio and profitability ratio depicts that the 
operating efficiency as well as profitability of Air India 
has been poor during the study period. On the other 
hand, the financial performance of private carrier i.e. 
Indigo Airlines has been good as compared to Air India 
which is clearly depicted in the ratio analysis. It is 
concluded that there is a greater need to improve the 
financial position of Air India as it is a national carrier 
which leads the Indian economy.     
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